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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

The U.S. Tax Court, in Estate of Coaxum v Commissioner, T.C. Memo 2011-135), 

has determined that a decedent retained incidents of ownership in six life insurance 

policies, causing their proceeds to be includible in his gross estate under Internal Revenue 

Code section 2042.  In addition, the Court held that the value of certain annuities owned 

by the decedent were similarly includible in the gross estate, but, in this instance, pursuant 

to section 2039.   

The life of the decedent (“Decedent”), was insured by seven insurance policies that provided death 

benefits. One of these policies had no value when Decedent dies and therefore was not involved in this 

litigation.  Decedent possessed the power to change the beneficiaries on all six of the remaining insurance 

policies until he died.  At his death, Decedent also owned annuities with a value of $472,956. 

Decedent’s estate tax return, which was tardily filed (more than two and a half years after his death), 

initially reported that the values of the six insurance policies were includible in the gross estate at the 

following values:  

Life Insurance Co. of North America  $500,000  

Metropolitan Life Insurance Co.   $56,000  

 

http://www.aalu.org/
http://aaluwr.org/majorrefs/Ref11-61.pdf
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Life Insurance Co. of North America  $116,000  

State Farm Life Insurance Co.   $51,077  

Monumental Life Insurance Co.   $227,500  

Metropolitan Life Insurance Co.   $336,000   

Total      $1,286,577 

The return reported that the annuities were includible in the gross estate at a value of zero.  

In the notice of deficiency, the government determined that the six insurance policies should be 

included in the gross estate using the values reported, with relatively minor dollar amount variances. The 

notice of deficiency thus stated that the includible value of insurance on the decedent's life was $1,283,184. 

The notice of deficiency also determined that the annuities owned by the decedent at his death should be 

included in his gross estate at a value of $472,956.  

In an amended petition subsequently filed with the Tax Court, Decedent’s estate - apparently having 

second thoughts - claimed (in addition to contesting the inclusion of the annuities) that the insurance 

policies should not have been included in the estate.   

The Court ruled that the Decedent retained an “incident of ownership” in the six policies through his 

retention of the right to change the beneficiaries.  Under section 2042(2), life insurance proceeds are 

includible in the estate of the insured to the extent that the insured possessed, directly or indirectly, one or 

more incidents of ownership in the policy.  Under applicable Treasury regulations, the power to change the 

beneficiary is such an incident of ownership. 

The Court also determined that the annuities (with a value of $472,956) were includible in 

Decedent's gross estate under section 2039(a).  The Court noted the Taxpayer's argument that the 

beneficiary of the annuities (Decedent’s brother), who included the annuity payments in gross income as 

“income in respect of a decedent,” should be able to deduct the amount of Federal estate tax paid on the 

annuities as an offset against his income tax.  It refused to so rule, however, because it had no jurisdiction 

over the income tax liability of that beneficiary. 

The Court also assessed a “failure to file” penalty equal to 25 percent of the net estate tax due. 

Any AALU member who wishes to obtain a copy of Estate of Coaxum v. Commissioner that is 

noted in our "Major References" description may do so through the following means: (1) use hyperlink 

above next to “Major References,” (2) log onto the AALU website at www.aalu.org and enter the Member 

Portal with your last name and birth date and select Current Washington Report for linkage to source material 

or (3) email Anthony Raglani at raglani@aalu.org and include a reference to this Washington Report. 

 

In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 

BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 

of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

http://www.aalu.org/
mailto:raglani@aalu.org
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THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 

MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 

ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 

 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 

 

For more information about how AALU’s advocacy efforts help protect your business and the 

advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
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